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INTRODUCTION 

aut publication "Cash Management in Municipalities" 
pointed out that investment policies and practices were 
the last element of an effective cash management 
programme and the one that enables the municipality to 
gain monetarily from all its efforts in implementing 
good cash management practices. 

The ability to derive significant amounts of 
non-tax revenue through a sound investment programme is 
not limited to the larger municipalities with their 
sophisticated computers and professional accountants. 
Many of the Province's towns, villages and townships and 
Improvement Districts have entered into the field of 
municipal investment with quite successful results. 

The success of a municipal investment programme 
should not be measured entirely by the rate of return on 
the moneys invested. Other factors such as the ability 
of the system to identify quickly the maximum dollars 
that can be invested and the time that such investments 
can be held must also be considered. 

This bulletin describes the various features related 
to a municipal investment programme and the methods of 
investments that should be considered in developing such 


a programme. 
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LEGAL AUTHORITY FOR INVESTMENTS 

The Statutes of Ontario contain a number of provi- 
Sions that allow municipalities to invest idle funds. 
Each municipal treasurer should familiarize himself with 
these provisions to ensure that as far as possible all 
idle funds are considered in the overall investment 
programme of the municipality. 

This bulletin directs attention to four specific 
sections of legislation most often used as the authority 
to invest municipal surplus funds. The comments made 
under each section simply serve to highlight the relevant 
provisions of the section. Municipal treasurers should 
refer to the actual legislation and if necessary consult 
the municipality's legal counsel before any investment 
action is undertaken. Copies of this legislation can be 


found in Appendices A, B, and C to this bulletin. 


(1). Sections 3038..( 2). of fhe MiuntcipaaeAcE. 

This section allows money raised for reserve funds to 
be invested in such securities as a trustee may invest in 
under The Trustees Act. 

Many municipalities use reserve funds as a source of 
temporary financing to meet their current operating needs. 
In order to meet the legal requirements of The Trustees 
Act the municipality must issue a promissory note that is 
then purchased by the reserve fund investing the money. 

At the maturity of the note, or on demand, the promissory 


note is redeemed and the investment plus the interest 


earned is returned to the reserve fund. 

For some municipalities the interest rate applicable 
to the promissory note supporting such an investment is 
the same rate that the municipality would have to pay to 
any external lending agency on the date that the note is 
issued. However a number of municipalities do establish 
an interest rate for internal borrowing that represents 
an average of the mid-points of its short-term borrowings 
and investments. In one municipality at least three 
quotations are required in arriving at this average 


mid-point interest rate. 


(2) Section 312 of The Municipal Act. 

This section is the one most often used by municipal- 
ities as their authority for their investment programme. 
This legislation provides for the acquisition of a wide 
range of investment instruments such as; 

1) bonds, debentures and other evidences of 

indebtedness guaranteed by the Government of 
Canada, the Province of Ontario or any other 
province of Canada; 

2) debentures, notes, guaranteed investment 

certificates or term deposits of any trust 
or loan corporation registered under The 


Loan and Trust Corporations Act; 


3) term deposits, deposit receipts, certificates 
of deposit or similar investments issued, 
accepted, guaranteed or endorsed by any 
chartered bank to which the Bank Act (Canada) 
applies; 

4) promissory notes of a metropolitan, regional 
Or Gistrict municipal ley sor Of ea -munIC pari, 
as defined in The Municipal Affairs Act or of 
a conservation authority as established under 
The Conservation Authorities Act. This section 
also provides the authority for loans to 
school boards; 

5) term deposits accepted by a credit union as 
defined in The Credit Unions and Caisses 


Populaires Act, 1976 (refer to Section 36). 


This last provision allowing for the investment in 
term deposits accepted by credit unions and caisses 
populaires became effective on January 31, 1979 by a 
proclamation issued by the Lieutenant Governor. 

In addition to setting out the type of investments 
that a municipality can make to outside agencies, para- 
graph (b) allows for advances to the capital account of 
the municipality for the purpose of interim financing 
of capital projects. 

All of the interest earned through investments made 
under the provisions of this section shall be credited 


to the fund from which the moneys are invested or advanced. 


(3) Section o13 (lajeor The Municipal Act. 

Under this section moneys received from the sale 
of debentures that are not immediately required for the 
purpose for which the debentures were issued may be 
invested in the general funds of the municipality. There 
are a number of conditions applicable to the use of these 
funds. These conditions are: 

(a) the municipality must have a population of 
not less than 20,000; 

(b) the money invested must be returned to the 
debenture account on the day in which the 
moneys are required to meet the purpose 
Supporting the debenture issue, or; 

(c) no later than the 3lst day of December of 
the year in ehoen the moneys were invested; 


whichever occurs first. 


All of the interest earned on this investment must 
be credited back to the debenture account. The interest 
rate on such investments must be equal to the rate 
applicable to the temporary borrowing rate of the munici- 


pality at the time the funds are drawn. 


ruse 


(4) Section 33. (1) of The Planning Act. 

This legislation enables municipalities to invest 
moneys received in lieu of park land under subdivision 
agreements or through the subsequent sale of dedicated 
park land. Moneys of this nature must be invested under 
the conditions set forth in The Trustees Act, and all of 
the interest received from such investments must be 
credited back to the account from which the invested 


funds were drawn. 


ACCOUNTING FOR INVESTMENTS 

Once the decision has been made to enter into an 
investment programme, the treasurer should review his 
accounting and reporting systems to ensure the account- 
ability and reporting of all investment transactions. 
It is suggested that the Treasurer include in his 
accounting system some form of investment register. The 
register may be consolidated or there can be a separate 
register for each fund, for example, Revenue Fund and 
Capital Fund. The register would list all investments 
showing the type of investment held, e.g. term deposit, 
promissory note, etc.; the rate of interest; amount of 
the investment; date of maturity; and the projected and 


actual yield of the investment when sold. 
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SAFEGUARDING INVESTMENT DOCUMENTS 

Every investment made will require some evidence to 
Support the transaction. This evidence may be a receipt 
from a bank, a promissory note, stock certificate or any 
number of other legal instruments. Some of these docu- 
ments may be readily negotiable for cash and therefore 
must be safely secured. Even documents of an non- 
negotiable nature must be safeguarded as they are prima 
facie evidence that the transaction actually occurred and 
will be required at the time of maturity. 

If the municipal office does not have secure storage 
facilities such as a safe, then these documents should be 
stored in a safety deposit box or other such facility 


offered through the municipality's bank. 


INVESTMENT TERMINOLOGY 

The investment community like so many others, has 
terminology that does not have common usage outside of 
that community. While it is not practical or possible to 
give a complete glossary of investment terminology in the 
bulletin, the following are definitions of the most 


common terms used. 


Yield/Current Yield: The annual interest earned as a per 


cent of the price of the investment. 


Discount: The difference between the purchase price of a 
security and its value at maturity when the price is 


lower than the maturity value. 


Face (Par) Value: The value of a security as expressed 
on its face without consideration to any premium or 
discount. It represents the dollar value on which 


the interest rate is applied. 


Liquidity: A measure of the ability to convert a 
security into cash promptly with minimum risk of 


loss of principal or accrued interest. 


Maturity: The date on which the principal or stated 


values of investments fall due and may be reclaimed. 


Interest rate: The actual interest rate as shown on 


the security. 


Premium: The difference between the purchase price of 
a security and its value at maturity when the price 


is higher than the face value. 


Risk: The potential for loss of principal and/or accrued 


interest on an investment. 


Yield-to-Maturity: The average annual return on an 
investment based on the interest rate, price, and 
length of time to maturity, ele ditterserronecury ent 
yield in that it takes into consideration the increase 
to par of an investment bought at a discount and the 


decrease to par of an investment bought at a premium. 
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INVESTMENT INSTRUMENTS 
The following list provides information on the most 
common types of investments available to Ontario munici- 


palities. The ones most preferred by municipalities are: 


Term Deposits (Deposit Receipts, Term Notes or 
Certificates of Deposit) - evidenced by a receipt 
that is not negotiable and issued by chartered 
banks, trust companies and loan corporations with 
flexible terms and amounts according to the number 
of days desired by the investor. Normally the 
Minimum deposit is $5,000 with a minimum term of 
30 days, but on amounts in excess of $100,000 a 
minimum of one day is possible. The full amount 
of the deposit plus interest is returned at the 
time of maturity. Different interest rates are 
quoted depending on the length of time the money 
is to be invested. The standard investment periods 
are less than S0tdays 930 4to=59-days* *60*to--89--days; 
9O0Sto"l 79 day s7e38 Oto "269 tdays+/*and 427-0 rto' 1364 “days. 
Depending on current market conditions, higher 
interest rates may be earned for longer time spans. 
The term deposit:may be redeemed at any time before 
maturity; however, the effective rate of interest 
will be reduced according to a predetermined earning 
rate stipulated by the bank, trust company or loan 
corporation. Usually the yield on early redemption 
is slightly below the rate quoted originally and as 
a result there is a penalty associated with over- 


estimating the time that the idle funds are available. 


Inter-Municipal Loans - Section 312 (2) (iv) of The 
Municipal Act permits municipalities to invest in 
promissory notes of other municipalities, school 
boards and conservation authorities when established 


under The Conservation Authorities Act. This type of 
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investment has not gained wide prominence in Ontario 
and at present is used by only a small number of 
municipalities, mainly the larger cities and regions. 
Nevertheless such investments can be quite attract- 
ive to any municipality and should not be overlooked 
by municipal Treasurers. Investments of this nature 
are arranged through personal contact between the 
Treasurers of the municipalities involved who then 
agree on the size of the loan, repayment dates and 
the rate of interest on the loan. The net interest 
rate of return on this type of investment is often 
greater than the current market rate due to the 
elimination of the commission fees normally charged 
by the brokerage firms. Treasurers should be aware 
of any service charges, such as bank transfer costs, 
that may occur and adjust the interest rate to cover 
any such costs. Transfers can be arranged through 
the municipality's bank or by the issuance of a 
cheque in those circumstances where time permits. 
All loans as stated in the legislation must be 


secured by a duly authorized promissory note. 


Other forms of investments available to municipalities 


Bearer Deposit Notes - are issued periodically by 


chartered banks in multiples of $100,000 being secured 
by the bank's general credit. The Notes are sold at a 
discount to mature at par, with terms ranging from 7 
to 364 days as determined by the issuing bank. While 
these may on occasion be purchased by a municipality 
directly from the issuing bank, the normal arrangement 
is that these Bearer Notes are acquired by the various 
investment dealers or other chartered banks who handle 
the trading to third parties. -The municipality can 


thereby arrange the term of investment to suit its 


Sed ote eee 
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availability of funds irrespective of the maturity 
date of the Note (dealers frequently enter into a 
buy back or repurchase agreement to accommodate 


shorter terms of the investor). 


Bankers' Acceptances - are essentially a commercial draft 
drawn by a corporate borrower for payment on a speci- 
fied date and guaranteed by countersignatures on the 
actual drafts. Bankers' Acceptances issued at a 
discount payable at par are limited generally toa 
period not exceeding 90 days. Acceptances are 
created in multiples of $100,000. These are normally 
purchased from an investment dealer and enjoy a fairly 
active market. If necessary the investor can usually 
specify call features at the time of purchase. All 
Bankers' Acceptances, wherever issued, are payable at 
Maturity at the main offices of the accepting bank in 
both Toronto and Montreal. Municipal investors 
normally arrange to have the note presented on their 
behalf by the investment dealer. The guarantee by a 
chartered bank permits municipalities to acquire these 


securities. 


Canada Treasury Bills - in denominations of $1,000; $5,000; 
$25,000; $100,000 and $1 million are issued each week 
by the Bank of Canada, as Agents for the Federal 
government. The normal terms at issuance are for 91 
or 182 days, but occasionally terms extend to 270 and 
364 days. These Bills are available in bearer form 
only and are sold at a discount to mature at par. 
These Bills are acquired initially by investment 
dealers and banks and can be acquired by municipal 
investors from these agencies to suit their required 


maturities, similar to Bearer Deposit Notes. 
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Provincial Treasury Bills - are issued periodically by 
the majority of provinces or crown agencies of the 
province (i.e.: Ontario Hydro) generally in $25,000 
denominations. Some are sold at a discount and others 
bear a fixed rate of interest. As in the case of 
BearersDeposit /NotesandsFederalw Treasury Bilt sethess 
are normally bought from investment dealers and banks 
who maintain an inventory of these money market 


instruments. 


Municipal Notes - or municipal treasury bills are becoming 
more prevalent amongst the major Canadian municipali- 
ties aS a convenient source of temporary financing. 
These promissory notes are issued generally in denomi- 
nations of $100,000 or multiples thereof, with terms 
less than 90 days. Liquidity of these notes may be 
more restricted as compared to Federal or Provincial 


Treasury Bills. 


Provincial and Canada Bonds =- also form an active part of 
the short-term money market as the long-term debt 
approaches maturity. Investment dealers and chartered 
banks can supply quotes and advice on availability of 
these instruments. Municipalities acquiring these 
securities normally retain the investment until 


maturity. 


Bank Swap Deposits - are not too common to the municipal 
investor because the decision to buy must be made 
quickly plus the fact that they are arranged on a 
transaction basis makes the instrument totally non- 
liquid until maturity. In this investment, Canadian 
dollars are converted into U.S. term deposits, but at 
the same time as the agreement is consummated Canadian 
dollars are purchased in the forward money market as a 


hedge against any future exchange rate fluctuations. 
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While the conversion process is rather complex, this 
is handled completely by the chartered bank or 
investment dealer with the result that the Canadian 
investor is quoted an all inclusive yield guaranteed 
by the bank, which includes both the U.S. term rate 
and the yield effect of the swap in currencies. This 
instrument may be obtainable in $100,000 denominations, 
but generally requires a much higher investment level. 
At certain times, these Deposits may be more attrac- 
tive than the return available from domestic invest- 
ments; therefore, when large cash surpluses are 


available this form of investment should be reviewed. 


VII CONCLUSION 

The preceding summarizes the basic characteristics of 
the investment instruments that confront the municipal 
Treasurer entering the short-term money market. 

A sound investment program provides the municipality 
with the opportunity to increase their total income through 
this form of non-tax revenue. This type of program is not 
without risk. Investments placed with financially weak 
organizations can result in the loss, or reduction, of 
anticipated interest and in some cases the loss of all or 
part of the principal invested. Treasurers, particularly 
those entering the investment field for the first time, 
should follow the old adage "investigate before you invest". 

The municipality's banker is normally an excellent 
source of investment advice as are a number of investment 
dealers and trust companies. The sources for obtaining 
sound investment advice are there, it is only necessary for 


the Treasurer to seek them out. 
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Appendix A 


MUNICIPAL INVESTMENTS 


Investment Provisions Under 


The Municipal Act 


308.-(2) The moneys raised for a reserve fund established 
under subsection 1 shall be paid into a special bank account 
and may be invested in such securities as a trusteemay invest 
in under The Trustee Act, and the earnings derived from the 
investment of such moneys form part of the reserve fund. 


S3L2s=( 1) Por the purposes of this Section, munlicipamicy. 
includes a metropolitan, regional or district municipality. 


(2) Where a municipality has moneys not required 
immediately by the municipality, such moneys may be, 


(a) invested in, 


(1) bonds, debentures, or other evidences of 
indebtedness of or guaranteed by the 
Government of Canada, the Province of 
Ontario, "Or any Other “province OL Canacay, 

(11) debentures, notes or guaranteed invest- 
ment certificates of or term deposits with 
any trust company or loan corporation that 
is registered under The Loan and Trust 
Corporations Act, 

(iii) term deposits, deposit receipts, deposit 
notes, certificates of deposit, accept- 
ances and other similar instruments 
issued, accepted, guaranteed or endorsed 
by any chartered bank to which the Bank 
Act (Canada) applies, 

(iv) promissory notes of a metropolitan regional 
Or district omunioipaliey,. Ol OG a muni cws 
pality as defined in The Municipal Affairs 
Act, or of a conservation authority estab- 
lished under The Conservation Authorities 
ACt, 

(v) term deposits accepted by a credit union 
as defined in The Credit Unions and 
Caisses Populaires Act, 1976; or 


(b) advanced to the capital account of the munici- 
pality for the purpose of interim financing of 
capital undertakings of the municipality, 


provided that the investments or advances to the capital 
account become due and payable by the day on which the moneys 
are required by the municipality, and all interest thereon 
Shall be credited to the fund from which the moneys are in- 
vested or advanced. 
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313.-(la) Notwithstanding subsection 1 of this section and 
section 320, where a local municipality having a population 
of not less than 20,000, as determined under The Ontario 
Unconditional Grants Act, 1975, has moneys received from the 
Sale of debentures that are not required immediately for the 
purpose or purposes for which the debentures were issued, 
such moneys may be invested in the general fund of the muni- 
Cipality, provided that such moneys shall be returned to the 
debenture account, 


(a) by the day on which the moneys are required 
for the purpose or purposes for which the 
debentures were issued; or 


(b) not later than the 3lst day of December of 
the year in which the moneys were so invested, 


whichever the first occurs and interest shall be credited to 
the debenture account on the amount so invested, at a rate 
equal to the rate currently applicable to the temporary 
borrowings of the municipality. 


Appendix B 


MUNICIPAL INVESTMENTS 


Investment Provisions Under 


The Planning Act 


33.-(11) All moneys received by the municipality under 
subsections 8 and 10 and all moneys received on the sale 
of land under subsection 9, less any amount expended by 
the municipality out of its general funds in respect of 
such land, shall be paid into a special account, and the 
moneys in such special account shall be expended only 
for the acquisition of lands to be used for park or other 
public recreational purposes, for the development or 
improvement of lands used or to be used for park or other 
public recreational purposes, including the erection or 
repair of buildings or other structures thereon or for 
the maintenance of lands, buildings or structures used 
for park or other public recreational purposes, including 
the acquisition of machinery and equipment required for 
such maintenance, and the moneys in such special account 
may be invested in such securities as a trustee may 
invest in under The Trustee Act and the earnings derived 
from the investment of such moneys shall be paid into such 
Special account, and the auditor in his annual report 


Shall report on the activities and position of the account. 
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MUNICIPAL INVESTMENTS 


Investment Provisions Under 


The Trustee Act 


26. A trustee may invest any trust money in his hands 
in the classes of securities mentioned in this section, 
but only if the investment is in other respects reasonable 
and proper, 


(a) bonds, debentures or other evidences of 
indebtedness, 


(1) of or guaranteed by the Government of Canada, 


(ii) of or guaranteed by the government of any 
province of Canada, 


(i111) of or guaranteed by the Government of the 
United Kingdom, 


(iv) (Oloany municipal COLDOraLi1On In Candda, 
including debentures issued for public, 
separate, secondary or vocational school 
purposes, or guaranteed by any municipal 
corporation in Ontario, or secured by or 
payable out of rates or taxes levied under 
the law of any province of Canada on prop- 
erty in such province and collectible by 
or through the municipality in which such 
property is situated; 


(b) first mortgages, charges or hypothecs upon real 
estate in Canada; 


(c) bonds, debentures or other evidences of indebt- 
edness of a corporation that are secured by the 
assignment to a trustee of payments that the 
Government of Canada has agreed to make, if such 
payments are sufficient to meet the interest as 
it falls due on the bonds, debentures or other 
evidences of indebtedness outstanding and to 
meet the principal amount of the bonds, deben- 
tures or other evidences of indebtedness upon 
maturity; 


(ad) debentures of any loan corporation that is 
registered under The Loan and Trust Corporations 
Ned ea 


(£) 
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Appendix C (cont'd) 


guaranteed investment certificates of any 
trust company that is registered under The 
Loan and Trust Corporations Act; 


bonds, debentures or other securities issued 
or guaranteed by the International Bank for 
Reconstruction and Development established 
by the Agreement for an International Bank 
for Reconstruction and Development approved 
by the Bretton Woods Agreement Act (Canada), 
if the bonds, debentures or other securities 
are payable in the currency of Canada or the 
United States of America; 


deposit receipts, deposit notes, certificates 
of deposits, acceptances and other similar 
instruments issued or endorsed by any chart- 
ered bank to which the Bank Act (Canada) 
applies. 


(1) In addition to the investments authorized by 


section 26, a trustee holding trust money for investment 
may invest such moneys in the following classes of 
investments, but only if the investment is in other 
respects reasonable and proper and is made in accordance 
With “subsections 225 javana 4s 


(a) 


bonds, debentures, debenture stock or other 
securities of any corporation incorporated 
in,gCanada, Or.by any, OrOvincevor canada, of 
by any former province now forming part of 
Canada, that are secured by a mortgage or 
hypothec to a trust company either singly 
Or jointly with another trustee upon im- 
proved real estate of such corporation or 
other assets of such corporation of the 
classes mentioned in this section or in 
section 26; 


bonds, debentures or other evidences of in- 
debtedness of a corporation that are secured 
by the assignment to a trustee of payments 
that are payable, by virtue of an Act of a 
province of Canada, by or under the authority 
of the province, if such payments are suffi- 
cient to meet the interest as it falls due on 
the bonds, debentures or other evidences of 
indebtedness outstanding and to meet the 
principal amount of the bonds, debentures or 
other evidences of indebtedness upon maturity; 


ie) 


Appendix C (cont'd) 


(c) bonds, debentures or other evidences of indebt- 
edness of a corporation that has paid, 


(i) a dividend in each of the five years immed- 
lately preceding the date of investment at 
least equal to the specified annual rate 
upon all of its preferred shares, or 


Cr) masdividendeineeachmvcar Of a Derlod Ory rive 
years ended less than one year before the 
date of investment upon its common shares 
of at least 4 per cent of the average value 
at which the shares were carried in the 
Capital stock account of the corporation 
during the year in which the dividend was 
paid; 


(d) preferred shares of a corporation that has paid, 


(i) a dividend in each of the five years immed- 
lately preceding the date of investment at 
least equal to the specified annual rate 
upon all of its preferred shares, or, 


(ii) a dividend in each year of a period cf five 
years ended less than one year before the 
date of investment upon its common shares of 
at least 4 per cent of the average value at 
which the shares were carried in the capital 
Stockeaccount: of the wcorporation “during: the 
year in which the dividend was paid; 


(iii) fully paid common shares of a corporation 
that, in each year of a period of seven years 
ended less than one year before the date of 
investment, has paid a dividend upon its 
common shares of at least 4 per cent of the 
average value at which the shares were carried 
in the capital stock account of the corpora- 
tion during the year in which the dividend was 
Ppards 
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If you require assistance or guidance in implementing 


any aspect of this bulletin please contact your local 


office of the Field Services Branch, Local Government 


Division of the Ministry of Intergovernmental Affairs. 


BRANTFORD 


172 Dalhousie Street 
Branbrorageontario 
N38atu 7 

(519) 756-0360 


GURL a 


30nEdanburghy RaiNe 
Guelph, Ontario 
NI Bw 70a 

(S19) piss Ge2os. 


KINGSTON 


1055 Princess Street 
Kingston, Ontario 
Keb StS 

(613) 546-5565 


LONDON 


495 Richmond Street 
London; Ontario 

N6A 5A9 

(519) 438=7255 


NORTH BAY 


347 Sherbrooke St. 
North Bay, Ontario 
P1B 2Cl 

(705) 476-4300 


FIELD OFFICES 


ORILLIA 


£5BeMatchedash St. N. 
Oratiitas Ontario 
L3V 4T4 

(705) 325-6144 


OSHAWA 


734SEmeoes Ste /Sz 
Pin OBRBOXe 2216 
Oshawa, Ontario 
Gibaevo 
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OTTAWA 


244 Rideau Street 
Ottawa, Ontario 
KLNWSy¥3 

(613) .232=9446 


SUDBURY 


1349 LaSalle Blvd. 
Sudbury, Ontario 
P3A 122 

(705). 566-0901 


THUNDER BAY 


435 James St. S. 

Py Ole BOX o.UUU0 
Thunder Bay, Ontario 
P7C 5G6 

(807) 475-1621 
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This bulletin was prepared in the: 


Municipal Budgets and Accounts Branch 
Ministry of Intergovernmental Affairs 


Athy eloor, iFrostiBuiidingo North 
Toronto, Ontario M7A vay 7 


Dele: (456-96 5=—2265 


Previous bulletins issued in this series: 


Cash Management in Municipalities 


Bank Reconciliation Procedures for Municipalities 


Copies of all of the bulletins in this series are 
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Publications Centre 
880 Bay Street, 5th Floor 
Toronto, Ontario M7A 1N8 


(Please make cheques payable to the Treasurer of Ontario.) 
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